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ABSTRACT 

This book has been prepared so that taxpayers, school 
board members, and administrators may learn more about school finance 
in their own districts. It will equip them with the information 
necessary to understand and evaluate both the statewide system of 
education in Illinois and how this system relates to their own school 
district. Despite state-level adjustments and property-tax-relief 
measures at the local level, the overall funding system for Illinois 
schools has remained relatively unchanged for over 20 years. The 
current system depends heavily on local propeity taxes for the 
majority of its dollars, produces funding disparities among per-pupil 
expenditures, offers no incentives for schools to produce poi;itive 
academic results, and offers no consequences for schools that do not. 
This guidebook was designed to help Illinois citizens understand how 
their local schools receive and spend money. It first describes how 
Illinois schools are organizted, then discusses the source of state 
monies. Next, ic explores the property tax system and the local 
revenue base for schools. The state school-aid formula is discussed 
to demonstrate how individual school districts receive state dollars, 
which are then combined with local and federal funds to form the 
total revenue base. The guidebook ends with a look at the local 
school budget to determine how that money may be spent. A glossary, 
nine figures, and six tables are included. (Contains 11 references,) 
(LMI) 
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Introduction 



Only four people completely understand the Illinois school funding formula, 

and they are not allowed to travel on the same airplane together. - G. Alan Hickrod 

Professor of Education Administration, ISU 



F unding for education in Illinois continues to be one of the most widely 
debated issues of our time. While there have been reforms and funding 
adjustments at the state level and moderate property tax relief measures at 
the local level in recent years, the overall funding system for schools has 
remained relatively imchanged for more than 20 years. 

The current ^tem produces winners and losers. The system depends very 
heavily on local property taxes for the majority of its dollars. It produces 
hmding disparities throughout the state that ratine from $2,700 to $14,000 per 
pupil (1994-95). It spreads tax burdens at grossly inconsistent levels regard- 
less of capacity. It offers no rewards or incentives for schools that produce a 
positive academic result, and no conseouences for those that do not. 

The system now in place is so complicated that most parents and taxpayers 
have trouble understanding how their local schools receive and spend money. 
This Guide to School Finance will steer you through the maze of elements that 
comprise your local school budget, on both the revenue side and the spending 
side. It begins with the source for state monies and then explores the property 
tax system, the local revenue base for schools. We will walk through the state 
school aid formula to demonstrate how individual school districts receive state 
dollars, which are then combined with local and federal fimds to form the total 
revenue base. Finally, we will look at the local school budget to determine how 
that money may be spent. 

Our present system of school finance is complicated in part because Illinois 
is a very large, complex state. Its residents have diverse needs that often 
require intricate solutions. Too often, this complexity is driven by politics. As 
a result, the system now in place is no^ what is needed for the 21st Century. 

This book has been prepared so that citizens may learn more about school 
finance in their own districts. It will equip you with the information necessary 
to understand and evaluate both the statewide system of education in Illinois 
and how this system relates to your own local school district. 
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School finance jargon may seem like a foreign language to someone unfamiliar with its 
terms, definitions, acronyms and multiple names. Knowing important words and 
phrases of the dialect will increase the reader's comprehension and understanding of 
this guide. Page numbers refer to where the term is used within the context of the 
booklet. 



Glossary 



alternate method: A sort of ""flexing flat grant (between 13% and 1% of the founda* 
tion level) for school districts that qualii^ for general state aid with a moderate level 
of local wealth (equal to or greater than 87% of the state's guaranteed level) per 
weighted student and less than 161% of the state's guaranteed level, page 32 

assessed value: The value placed on property for tax purposes and used as a basis 
for distribution of the tax burden, equal to 33 Vs of fair market value in all but Cook 
County, where property is classified into 11 classes for assessment purposes* This 
amount is subject to the state-issued equalization factor and the deduction of various 
exemptions. The equalization factor is the number that must be applied to local 
assessments to result in equalized assessed value, equal to one-third of fair market 
value of all taxable property, page 2J 

average daily attendance (ADA): The aggregate number of pupil days in atten* 
dance divided by the number of days in the regular school session. A pupil who 
attends school for five or more clock hours whfie school is in session constitutes one 
pupil day of attendance. The best three months average daily attendance of the prior 
year is used in calculating general state aid for the current year* page 3t 

categorical aid: Money from the state or federal government that is allocated to 
local school districts for special children or special programs, page 33 

computational operating tax rate: A statutarily set tax rate used to determine the 
state guaranteed equalized assessed valuation (i.e., 1.90% for elementary, 1.10% for 
high school and 2.76% for unit districts)* page 32 

Corporate Personal property Replacement Revenue (CPPHR); The dollars 
received by units of local government^ including school districts, hrom the Corporate 
Personal Property Replacement Tax Fund (see next entry), page 30 

Corporate Personal Property Replacement Taxes (CPPRT): A state tax on the 
net Income of corporations, partnerships and trusts and an Invested capital tax on 
utilities enacted in 1979 to replace the local tax on the assessed value of corporate 
personal property. These are taxes paid in lieu of taxes paid on 1978 and prior years' 
corporate personal property assessed valuation, page 30 

dual district: Situation where a separate elementary district and a separate high 
school district often serve the same general geographic area, and at least one student 
is sent on from the K^8 district to attend the 9-12 district, page W 
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elementary district: Sometimes called primary district or grade school; grades pre- 
kindergarten through 8. page 10 

equalized assessed value (EAV): The assessed value of property multiplied by the 
state equalization factor; this gives the value of the property upon which the tax rate 
is calculated. For farm acreage, farm buildings and coal rights, the final assessed 
value is the equalized value, page 22 

flat grant: The term given to school districts who qualify for minimal GSA because of 
a high percentage of local wealth equal to or greater than 7% (assessed value) per 
weighted student. The flat grant per weighted student is 1% of the foundation level. 
page 32 

foundation level; A dollar level of financial support per student representing the 
combined total of state and local resources available as a result of the state aid 
formula. The general state aid formula for 1994-1995 provides a foumiation level of 
S2, 863.02 per total weighted average daily attendance if the district has an operating 
tax rate equal to or in excess of 1.28%, 1.10% or 2,18% for elementary, secondary, and 
unit districts, respectively. The foundation level is dependent upon the state appro- 
priation for general state aid. page 29 

general state aid (GSA): The revenue pro'/ided each school district from the general 
state aid appropriation as determined by the state aid funding formula, page 29 

general state aid equalized assessed value (GSAEAV): The figurative value given 
for the total local taxable wealth of a school district, derived from the adjusted EAV 
on its taxable property plus the current value of the corporate personal property 
removed from its tax rolls in 1979. page 25 

high school district: Sometimes called secondary district; grades 9 through 12. 
page 10 

nUnois State Board of Education (ISBE): The governing body created by the 
General Assembly to oversee the operation of the schools in Illinois, page 9 

multiplier Often used as a synonym for "equalization factor,’* this figure is supplied 
by the Illinois Department of Revenue. It is computed by comparing actual sales 
prices versus assessment levels in a particular county. Its purpose is to bring aggre- 
gate county assessment levels to the statutoiy level of 33 Vs percent of market value. 
page 22 

operating tax rate (OTR): A school district’s total tax rate less the tax rates for 
bond and interest, rent, vocational education, construction, summer school and 
capital improvement purposes. Districts may include taxes extended for the pay- 
ment of principal and interest on bonds issued imder the provisions of Section 17- 
2.11 (for fire prevention, safety, energy conservation, han^capped accessibility, 
school security, and specified repair purposes) and Section 20-2 (working cash) at the 
rate of .05 percent per year for each purpose or the actual tax rate extended, which- 
ever is less, page 32 

primary district: An elementary or grade school district; grades pre-kindergarten 
through 8. page 10 

revenue: The money received by a school district from a source, page 17 
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secondary district: A high school district, serving grades 9 through 12. page 10 

special equalization: The term used for school districts who qualify for GSA be- 
cause of low local wealth per weighted student, page 32 

taz base: The taxable property within a district’s boundaries, page 20 

tax caps: Term used to refer to the tax increase limits imposed by the Property Tax 
Extension Limitation Law, Public Act 87-17, effective October 1, 1991, as amended. 
Generally, the cap limits annual increases to 5% or the CPI inflation rate, whichever 
is less, page 27 

tax extension: The calculated product of all tax rates and equalized assessed value 
for each parcel of real property. Prepared hy the county clerk, and mailed out by the 
county collector in the form of a tax bill, it is the amount of taxes owed. In aggregate, 
this represents a district’s total local property tax revenues if all taxes are collected. 
page 24 

tax levy: A district’s request for local revenue, the levy is the legal act by which the 
taxing district, in effect, authorizes the money to be derived from the property tax. 
The levy is expressed in dollars, not as a rate, page 22 

tax rate: The amount of tax due stated in terms of percentage of the tax base. For 
example, 2.76 percent of equalized assessed valuation is a representation of a tax 
rate of $2,76 per $100 of equalized assessed valuation of property, page 22 

total tax rate: The combination of rates a taxing unit can use for each single fund 
they are authorized to collect, page 39 

total weighted average daily attendance (TWADA): Pupils f5rom Jamilies with low 
incomes provide an additional type of weighting to school attendance, one which 
adju&;ts average attendance upwards. The additional formula adjustment for low- 
incomv^ pupils in a district ranges from zero to a maximum of .625. In combination, 
the grade*level weighting and the poverty count adjustment create a district’s total 
weighted average daily attendance figure. Formally called Chapter 1 WADA and 
Title 1 WADA. page 31 

unit distiict: A school district which encompasses all grade levels (preK-12); the 
term is used interchangeably with a 12-grade district, page 10 

weighted average daily attendance (WADA): The average daily attendance is 
subject to the use of weights and adjustments designed to enhance funding levels for 
pupils with varying educational needs. In the general state aid law, grade pre*K-6 
and special-needs pupils are weighted 1.00, grade 7-8 pupils are weighted 1.05, and 
grade 9-12 pupils are weighted 1.25. These weightings provide a weighted average 
daily attendance figure, page 31 

weighted student: The number used as the unit of school finance for distributing 
general state aid. A school district could have a head count of 1,500 students who 
generate 1,900 TWADA. The district has 1,900 student units for GSA purposes. 
page 32 
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Chapter 1 

How Illinois Sch 
Are Organized 

E very citizen has the basic responsibility of understanding his or 

her system of government, the services that government will provide and 
how those services are financed. While some government services affect 
different segments of society, the delivery of public education affects every- 
one — directly or indirectly. The financing of education is a crucial activity of a 
democratic society and the business of the people. 

The system of school finance in Illinois, in its present form, is the product 
of history that goes back to the early 1800s. It is a creation of the various 
legislatures that have acted to establish, refine and overhaul, and then start 
all over again. Parts of the funding system may appear random, chaotic or 
arbitrary as a result. This is logical because the system is actually the result 
of research, discussion, compromise, experimentation and experience. The 
way the people of Illinois have organized their public schools and how they are 
to be administered dictates certain aspects of the school jSnance system. 




Education is a state function 

Public education is a duty of the state. Our state constitution adopted in 
1970 declares; “The State shall provide for an efficient system of high quality 
public education and services.” 

To carry out this constitutional mandate, the General Ass^bly has en- 
acted a body of laws called the School Code. These laws specify how public 
education shall operate in Illinois. A number of different organizations are 
responsible for carrying out these laws. 
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state Board of Education 

The Illinois State Board of Education (ISBE) is responsible for setting 
the educational policies and guidelines for public and private* schools, pre- 
school through grade 12, and for vocational education in Illinois. The board is 
composed of 17 lay citizens appointed on a judicial-district basis by the gover- 
nor with the consent of the state Senate. No more than eight board members 
can be from the same political party. 

The board appoints a chief education officer, the state superintendent of 
education, who administers the state education agency. The state board: 
provides educational leadership to local school districts; ensures that schools 
meet mini m iiTn standards for educational programs, personnel, and business 
management practices; provides local schools with assistance in curriculum 
and management; serves as a resource and support agency to the state legisla- 
ture and other groups; annually disburses dose to $4.9 billion in federal and 
state funds (1994-95); and administers a policy of equal educational opportu- 
nity for all school children. The board also analyzes the needs and formulates 
the goals of education in Illinois and recommends legislation to the Illinois 
General Assembly. 



Regional Office of Education 

In every county or multi-county region, a regional superintendent of 
schools is elected for a four-year term to direct the Regional Office of Edu- 
cation (ROE). The ROE provides general supervision over all of the school 
districts within the county or region and serves as an agent of the state. Be- 
ginning in August of 1995, the number of single and multi-county ROEs was 
reduced from 57 to 45. This will be reduced to 35 by the year 1999-2000. 

Some of the regional superintendents’ duties include: examining the 
froemcial records of each school district in the region; supervising the proce- 
dures and operation of school boards and administrators; advising teachers 
and school officers; conductin^r teacher mstitutes and holding teacher examina- 
tions; distributing state dollars to the schools; compiling annual reports for the 
State Board of Education; and servii^, by virtue of office, as secretary of the 
Regional Board of School Trustees. 

The regional superintendent is required to visit each public school within 
the region at least once a year to see that academic, health and safety stan- 



*Only private schools seeking accreditation. 
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dards are being met. The superintendent serves as the general regulatory 
advisor to school districts, school boards, and academic personnel within the 
region, and as a hearing officer on petitions to reorganize or consolidate school 
districts and on other matters. 

For every ROE there is a Regional Board of School Trustees, a seven- 
member board elected for staggered six-year terms (except in Cook County, 
where there is a regional board of trustees for each township). Only one 
trustee may be elected from any one township unless there are fewer than 
seven townships within a region, and then not more than two trustees may be 
residents of the same township. The board meets the first Monday of each 
quarter and may call special meetings if needed. 

Some of the responsibilities of the Regional Board of School Trustees are to: 
hear and dispose of petitions for changes in school district boimdaries; appoint 
appraisers; and approve final settlements in the division of assets when new 
districts are formed. 



The school district 

In 1995-96 Illinois had 907 elementary, secondary and unit public school 
districts. Only two states — California and Texas — ^have more, and each of 
those states has more square miles and more people than Illinois. 

The current number of districts represents a significant decrease from the 
12,027 districts that existed in 1941-42. Eighty percent of that reduction 
occurred between the years 1944 (when there were more school board mem- 
bers than teachers in Illinois) and 1955 — 11,955 to 2,212. The rate of school 
district consolidation has slowed dramatically since then. 

All school districts are one of three basic types: unit districts serving 
grades pre-kindergarten- 12; elementary (or primary) districts serving 
grades pre-kindergarten-8; and high school (or secondary) districts serv- 
ing grades 9-12. (See Table 1 at right.) 

Separ te elementary (pre-K-8) and high school (9-12) districts are com- 
monly referred to as dual districts. Every resident of Illinois either lives in a 
unit school district or lives in high school and elementary school districts 
simultaneously. Each district is governed by an elected school board, main- 
tains its own separate administrative structure, and establishes its own educa- 
tional priorities. In areas of dual districts, boards and administrators often 
attempt to coordinate their efforts. 
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Where the dual district structure exists, elementary and high school dis>» 
trict boundaries frequently do not coincide. As a result, some elementary 
districts send students to two or more high school districts, while high school 
districts receive students from numerous elementary districts, 

Illinois school districts are, by their nature, very diverse; enrollments vary 
widely (see Figure 1, next page). In 1994-95 approximately 1,9 million chil- 
dren were enrolled in public schools in Illinois, Fewer than 100 students make 
up a school district in some of Illinois’ smallest downstate communities, while 
more than 410,000 students are enrolled in the Chicago Public School District, 
The enrollments of individual schools also vary greatly. 



Local boards of education 

The local school board is the creation of the state and is the delegated 
authority to govern the school district within the laws, rules and regulations 
developed by the state legislature, the U.S, Congress, the State Board of 
Education and other relevant state agencies. The state constitution allows 
only the General Assembly or its designees to tax. The local school board is its 
designee for collecting local taxes for the school. The board is legally respon- 
sible to the state for school district operations and is politically responsible to 
local voters. The local board is the point where local citizens have direct 
control over education in their district, including financial matters. 

In most school districts the local school board consists of seven members 



Tabta 1 Illinois public school districts by type, 



1975-1996 


School 
, Year 


Elementary 
Dists, (K-81 


Secondary 
Disls. (9-12) 


Unit Dists. 
(K-12) 


Total 

Dtstucts 


1995-96 


392 


107 


408 


907 


1991-92 


410 


113 


423 


946 


1985-86 


431 


122 


444 


997 


1981-82 


437 


125 


448 


1,010 


1975-76 


453 


129 


448 


1,028 



Soum: llllnolB State Board of Education 
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Figure 1 Illinois school districts by district type 
and size of student body, 1991 >92 
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elected locally to serve four-year terms. School board elections are held the 
first Tuesday after the first Monday in November of each odd-numbered year. 
Terms are staggered so that either three or four seats are up for election every 
two years, with the exception of the Chicago Public School District, which is 
treated differently. In most school districts, board members nm at large, 
which means members may live anywhere within the district. If vacancies 
occur, they are filled by appointment by the board until the next election. A 
school board candidate must be 18 years of age, have lived in the district for 
one year and be a registered voter. School board members serve without 
compensation. 

School boards, as agents of the state, traditionally had only those powers 
granted by the General Assembly. Boards functioned to carry out the educa- 
tional policies of the state and to pursue the educational goals of their respec- 
tive communities. In the spring of 1995, Public Act 89-159 (SB 150) relaxed 
this policy; it empowered school districts and other local government \inits to 
act on behalf of their constituents in any way they deemed appropriate unless 
expressly prohibited by statute. 

The major responsibilities of a local school board are to: 

• set educational goals for the district; 

• determine curricula; 

• employ the superintendent, who is responsible for the day-to-day manage- 
ment of the schools according to state law and board policies; 

• employ teachers and determine salaries; 

• adopt budgets and levy taxes; 

• provide necessary revenues; 

• assign all contracts; 

• maintain records to substantiate claims for state aid; 

• maintain existing facilities and plan for new ones; 

• adopt a school calendar; and 

• “adopt all necessary rules for the management and government of the public 
schools of their districts.^ 

School boards must hold regular meetings that are open to the public. The 
purpose of the meetings is to transact the legal business of the school district. 
An important part of the business conducted by the board involves finance. 
School boards can only take action by a majority vote at a public meeting. 
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They may also hold special meetings and may discuss certain items in closed 
session as prescribed by the Open Meetings Act, 

The superintendent 

The superintendent of a school district is hired by the school board. The 
superintendent is charged with the administration of the schools under the 
direction of the board and is responsible for providing information the board 
needs in developing policies to run the schools. In addition to administrative 
duties, the superintendent makes recommendations to the board concerning: 
the budget; building plans; location of facilities; selection of teachers and other 
employees; selection of textbooks, instructional materials, and curriculum; and 
other duties as required by the board. In large school districts, the superintend 
dent may have other staff members to assist in the performance of his or her 
duties (e«g., a school business administrator^ official or manager). 

Of the 907 school districts that existed in Illinois in 1995-96, approximately 
200 had a school business administrator to provide business and financial 
support to the board of education and superintendent. The school business 
official is normally assigned duties that relate to the day-to-day financial 
functions of the school district: budgeting; payroll; buildings and grounds; 
transportation; food services; insurance; accounting and reporting; investing; 
purchasing, etc. 

The prinripal 

The principal is hired by the school board, supervises the operation of 
attendance centers (individual schools) and serves as the educational leader of 
the school. The principal, under the supervision of the superintendent^ has 
responsibility for the plainning, operation, and evaluation of the educational 
program of the attendance center. The principal also makes recommendations 
to the superintendent about appointment, retention, and promotion of person- 
nel at the attendance center. 
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Chapter 2 

How the State 
Funds Education 



The Illinois state budget 

T he state of Illinois will spend more than $33 billion during fiscal year 
1996. Although those proceeds are derived from over 500 separate 
funds, the majority (70 percent) comes from federal aid, income taxes and sales 
taxes (see Figure 2 below). Roughly half of the $33 billion state budget com- 
prises the General Fxmd, which is avaQable for discretionary spendii^ and 
contains the dollars that 
are available each year 
for education. 

Figure 3 on the next 
page shows the growth in 
the General Fund expen- 
ditures over the last 20 
years. There is very little 
growth after adjusting 
for inflation. 



Figure 2 

FY 1996 revenues by source, 
all appropriated funds 

Road Taxos Lottery 




^Includes UtllHyp Corporate Franchise. Insurance^Clgarette. and 
Uquor taxee. among othere. 

Source: llllnoie State Budget fiscal Year 1996. 
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Figure 3 General Fund expenditures: 
Actual vs. inflation-adjusted 




n 1 1 I 1 I I 1 I I I 

74 76 78 80 82 d4 88 88 90 92 94 



Fiscal Yaar 

Source: Illinois Annual Reports, State Comptroller's Office; calculations by 
Illinois Tax Foundation. 



Figure 4 FY 1995 appropriations by 
major purpose, General Fund 




*Total appropriations are greater thin total revenues because not all approprt- 
atkrns. espedaHy for imitiyear construction projects, are spent In a given year. 

Source: Illinois State Budget, Rscal Year 1996. 



Advocates of 
elementary and 
secondary educa- 
tion must com- 
pete with a num- 
ber of other state 
priorities, includ- 
ing an ever- 
increasing Medic- 
aid burden, 
burgeoning 
prison systems 
and spiraling 
demands for 
child welfare 
services. (See 
Figure 4.) 

Education 
has barely main- 
tained its limited 
share of state 
resources, rather 
than become a 
priority over any 
of the other major 
demands for 
state dollars. 
Since 1976, in 
fact, state fund- 
ing for education 
in real terms has 
declined by 25 
percent (see 
Figure 5 at 
right). 
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Figure S 

State support for elementary & secondary education, 
current vs. constant dollars, 1976-1995 ($ in biiiions) 




Source: State. Locai and Fedemi Ftnandng for tfitnols Public Schoois, 1994-95, lltinois State Board of 
Education, January 1995. 



The state education budget 

In fiscal year 1995, state revenue for elementary and secondary education 
was $3.8 billion, or nearly 24 percent of all General Fund spending. Most of 
these dollars, 70 percent, were allocated through the general state aid formula. 
The amount provided to each school district varies with the relative wealth of 
each district (as measured by property values), the number of students attend- 
ing a district's schools, a measure of the incidence of poverty within a district's 
student population, and the local tax effort exerted by the school district. 

Other major state sources of financial support for schools include categori- 
cal and special program grants, and grants for school reform and improvement 
initiatives. State categorical grants include funds for special education, trans- 
portation, vocational and adult education, and gifted and remedial student 
programs. Reform and school improvement programs provide additional 
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program grants for schools. Major funding is also provided for at-risk students 
in programs such as pre-school education, elementary school reading programs 
and truancy and dropout prevention projects. For the 1994-95 school year, 
state appropriations for categorical and special programs exceeded $800 mil- 
lion, while school improvement funding totaled around $200 million. 

The state also provides for contributions to two pension systems in which 
Illinois elementary and secondary teachers participate: one for Chicago and 
one for the rest of the state. In fiscal year 1995, state appropriations for both 
totaled $330 million. 

Chapter 4 provides more detailed information on the distribution of state 
dollars to school districts through the school aid formula. But because the 
formula relies heavily upon a district’s property tax wealth, first we shall 
explore the role local governments play in education funding in Chapter 3. 
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The importance of the property tax 

F inancing public schools in Illinois depends on property taxes. Some 
school districts receive most of their total revenue from local property 
taxes while others generate modest amounts from this source. Overall, prop- 
erty taxes in 1994-95 contributed the laziest share of revenue, 58.7 percent, 
for funding public schools in Illinois. (This amount includes corporate per- 
sonal property replacement revenues, discussed later in this chapter.) 

Property taxes collected for public school purposes are tax dollars that the 
state authorizes local authorities to receive from local property owners in each 
school district. The actual dollars needed by the district, the wealth — or dollar 
value of the taxable property — ^in the district and Illinois’ statutory limits 
combine to determine what the rate of taxation will be in a particular year. 

The mathematical relationship is fairly simple: 



Not all real estate is taxable. For example, hospitals, churches, cemeteries, 
parks and schools are exempt from paying property taxes. 

Public schools are not the only units of government that tax property fin- 
revenue purposes. Other units of local government, such as townships, park 
districts, counties, libraries, community colleges and municipalities, use the 
property tax to provide sei-vices; however, schools take the largest share of the 
property tax dollars collected. On a statewide average, 56 percent of the 
typical property tax bill is revenue for public elementary and high schools. 
Figure 6 on page 20 provides information about the percent of total property 
taxes that are collected and distributed by each taxing body. The actual 
amount of property tax dollars school districts receive per student varies 
dramatically because of the type of school district and its local property 



Revenue = Property Value x Tax Rate 



wealth. 



d. 



19 



• •••• 



Figure 6 Local government property tax extensions, 

1993 (collected in ’94) 



Typ« of District 1 883 Extension % Tolei 



Air School Disto. $6,942,106,358 


59*5% 


Elementary 


1.866.366.475 


16.0 


Unit 


3.182.685 764 


27J3 


High 


1.436.571J96 


12.3 


Jr. College 


454,418.706 


3.9 


Cities, Villages & 




T< 


Incorp* Towns 


1351,449,576 


15.9 


Counties 


1.192,613,707 


10.1 


Townships A 






Road Districts 


328,956*103 


2*8 


Ml Special DIats. $1360440S94 


11*7% 


Sanitary 


334.185.198 


2.9 


Park 


540.203.070 


4.6 


Fire Protection 


178,857,535 


1.5 


Forest Preserve 


116.608.550 


1.0 


Airport Authority 


33.163.667 


>1.0 


Library 


116.569,569 


1.0 


Mosquito Abate. 


S.300.354 


>1.0 


Hospital 


7,806,710 


>1.0 


Cemetery 


660,099 


>1.0 


Mu)ti-Twp. Assmnt 2.386,999 


>1.0 


Misc. Districts 


24*318,223 


>1.0 


TOTAL Property Tax 




Extanalona $11,66S, 166,638 


100*0% 



Park 

Districts 



Sanitary Districts 



Other Special 
Districts 



& Roads 




Source: Winois Property Tax Statistics. 1993. Illinois Department of Revenue. 



Property tax basics 

The basis of the property tax is the assessed value of property. It is the 
major factor in determining the amount of local revenue and state aid a school 
district will receive. In order to maintain education funding levels within the 
last decade, school districts have relied more and more upon local real estate 
taxes to meet school costs. 

As a revenue source, the property tax is relatively stable. Local revenues 
would be reduced by declining property values unless tax rates were increased 
Property tax revenues would increase with no change in the tax rate if EAV 
was increasing. Most tax rates can only be raised through voter referenda or 
legislative revision, and these historically have been difficult to achieve* 

The taxable property in a district comprises its tax base. In understand- 
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ing how property taxes affect school finances, it is important to he clear about 
the relationship between the tax base and tax rates. Three activities affect 
each taxpayer’s property tax bill: 

• determining the amount of money (taxes) needed to operate the government; 

• apportioning the burden of those taxes among taxpayers; and 

• any change in the value of property 

The first phase is decided by local governments and school districts that 
will use the revenues generated to meet their respective budgets. For the 
second, an assessor determines the value of a district's taxable property. The 
burden of generating the needed revenue is then proportionately spread over 
the value of the taxable property. 



Steps in the system 

While property tax bills are a familiar sight to homeowners, much of the 
rest of the process seems shrouded in mystery, hidden from view. How are the 
numbers on those bills derived, and how do they relate to school financing? 

Generally, property taxes are collected in a two-year cycle that involves the 
following steps (with slight variations in Cook and the Collar Counties). 

1* Assessment 

Most property in a district is assessed according to its worth or average 
selling price by local officials such as township or county assessors. This is 
called the property’s market value. The assessor then determines each 
property’s assessed value, which is a percentage of the market value. Illinois 
law requires that non-farm property and certain property assessed by the state 
be assessed at one-third (SSVs percent) of its market value, except in Cook 
County. Cook County classifies property for purposes of taxation and assesses 
property at percentages ranging from 16 to 40 percent. 

(Commercial and industrial properties and farmland are most often as- 
sessed differently. Assessors use an ‘income' method based on the income- 
producing abilities of similar properties, and capitalize that income into an 
estimate of fair cash value, rather than the market value of the land.) 

The cumulative total of the market value and income capabilities of ^he 
properties in a school district is called a district’s assessed valuation. 
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2 . Equalization 

Establishing property values can vary from assessor to assessor and from 
county to county. In order to make this process as uniform as possible across 
the state, a system has been developed to equalize (raise or lower) the assessed 
value of properties to the required one-third level. 

The Illinois Department of Revenue is required to issue an equalization 
factor, or multiplier, to each county. This multiplier is applied to properties 
in that county so that the county, as a whole, is assessed at one-third the 
market value. A multiplier of 1.0000 is neutral— it neither increases nor 
decreases assessments. A multiplier greater than 1.0 increases assessments 
and a multiplier less than 1.0 reduces assessments. A county assessment 
oversight authority, known as the Board of Review, may also choose to apply 
local equalization factors within counties. 

The county clerk then multiplies the assessment of each local property 
(excluding farmland) by the state and/or local equalization factors to deter- 
mine the property’s equalized assessed value (EAV), This process assures 
that all properties are carrying an equal weight in generating revenues for the 
taxing bodies. The total of all property EAVs produces the district’s equalized 
assessed valuation, the property tax base for the district. 

3. Tax rate 

Tax rates are calculated by the county clerk to express the amount of tax 
due to a district, stated in terms of a percentage of its tax base. If the tax base 
in a district changes from one year to the next — for instance, by factories 
closing in an industrial area or decreasing farmland values in a rural area — 
the tax rates also will need to change to generate the same amount of dollars. 
Increases in the tax rate must not exceed the limits set by the Illinois General 
Assembly (see Table 2). If the tax rates in a district are increasing, it is 
important to know what has caused that increase. A district is not necessarily 
receiving more funding from property taxes when the rates rise; it may merely 
be staying even as a result of a declining tax base. Likewise, an increase in 
values could result in either lower rates, or in larger revenues bemg gener- 
ated. 

The county clerk calculates the property tax rates for school districts as 
well as other taxing districts. That tax rate is based on the amount of property 
tax money the school district has determined it needs to meet its operating 
expenses. 
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Table 2 School district funds tax rate limits, 






Permtasive Aciditional 

Rate « Rale Voter Can 


Total Rate s 


Funds^^ 


District Type. 


Relerendum 


Referendum 


Referendum 


Educational Fund 


Elementary 


0.92%’ 


2.58% 


3.50% 




Secondary 


0.92’ 


2.58 


3.50 




Unit 


1.84’ 


2.16 


4.00* 


Operations and 


Elementary 


0.25’ 


0.30 


0.55 


Maintenance Fund 


Secondary 


0.25’ 


0.30 


0,55 




Unit 


0.50’ 


0.25 


0.75» 


Capital Improvements Fund 


All 


0.00 


0.75 


0.75’ 


Transportation Fund 


Elementary 


0,12 


No Max 


As Needed 




Secondary 


0.12 


No Max 


As Needed 




Unit 


0.20 


No Max 


As Needed 


Summer School 


Alt 


0.00 


0.15 


0.15 


Eond and Interest Fund 


All 


N/A 


No Max 


fiiS Needed 


Rent Fund 


All 


N/A 


No Max 


As Needed 


Municipal Retirement/ 
Social Security Fund 


All 


As Needed 




N/A 


Tort Immunity 


All 


As Needed 




N/A 


Health Insurance 


All 


N/A 




Aa Needed 


Working Cash Fund 


All 


0.05 




N/A 


Fire Prevention, Safety, 
Energy Conservation 
and Scfiool Security 


All 


0.05 


0.050 


0.10 


Special Education 


Elementary 


0.02 


0.105 


0.125 




Secondary 


0.02 


0.105 


0.125 




Unit 


0.04 


0.210 


0.250 


Area Vocational Education 


Secondary 


0.00 


0.05 


0.05 




Unit 


0.00 


0.05 


0.05 


T ort Judgment Bonds 


nil 


As Needed 




N/A 


Facility Leasing 


All 


0.05 


0.05 


0.10 


Temporary Refocation 


All Eligible 


0.05 




N/A 


N/A ■ not applicable 

* Applies to 1994 tax levies lor taxes extended & collected in 1995; not including Chicago School District 299. 


^ Subject to possible back door referendum. 

* Cotemilnous dual districts forming a unit district may have a maximum rate of 6.00% for educational, and 


1.10% for operations and maintenance purposes. 

• For a maximum period of 6 years. 

Source: State, Local and Federal Financing for Winois School Public Schoofs, 1994‘95: ffllnols State Board 


1 of Education. 












o 

ERIC 

Lniirni;nTirr=iTi:|;ii^ 




4. Tax levy 

The school board during its budgeting process adopts a tax levy based on 
the estimated needs of the school district. The levy speciiles the amount of 
money the school needs from property taxes to meet the district’s operating 
expenses. The teix rate is then derived by dividing the levy by the equalized 
assessed value. If there has been no voter referendum to increase the allow- 
able rate, the tax rate is subject to the maximum permissive rates as set by 
state statute. There are more than 40 different tax funds and corresponding 
tax rates for school districts. 

The maximum permissive tax rates vary by type of school district. 
These rates may be exceeded only if authorized by voter approval at a referen- 
dum. Consequently, rates and ability to use local property tax revenues are 
very different for each type of school district (see Table 3). 

Most school districts have passed tax referenda and are taxing at higher 
than the state’s permissive rates without referenda. In fact, based on 1993 
data, 99 percent of all districts were taxing above the state’s permissive rates 
allowed without referendum. 



Table 3 Highest & lowest total property tax rates 

applied to school districts, 1993-94 school year 

(Rate per $100 of EAV) 



District type 


Highest 


Lowest 


Median 


ELEMENTARY 


$7.24 

Park Forest SO #163 
(Cook County) 


88# 

Seneca CCSD#170 
(LaSalle County) 


$2.76 


HIGH SCHOOL 


$3.91 

Thornton Township HSD 
#205 (Cook County) 


90# 

Seneca Twp. HSD 
#160 (LaSalle County) 


$2.0B 


UNIT 


$8.00 

East St. Louis SD #189 
(St. Clair County) 


$1.47 ^ 

Reed Custer CUSD 
#255U (Will County) 


$4.19 



Source: Illinois State Board o? Education. 
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Table 4 Highest & lowest GSAEAV per pupil by 
type of school district, 1993-94 school year 


District type 


Highest- 


Lowest 


ELEMENTARY 


$1,346,340 

Seneca CCSD #170 
(LaSalle (Dounty) 


$15,641 

Logan CCSD #11 0 
(Franklin County) 


HIGH SCHOOL 


■ $1,631,070 ~ 
Seneca Township HSD 
#160 (LaSalle 0>unty) 


Christopher HSD #38 
(Franklin County) 


UNIT $632,502 

Byron CUSD #226 
(Ogle County) 

Source: Illinois State Board of Education. 


$9,586 

East St. Louis SD #189 
(St. Clair County) 



5. Tax extension 

Tax extensions—the actual amount of taxes billed — are typically lower 
than the amoimt requested by the school district’s levy. Theoretically, the levy 
can be any amount called for by the budget. The tax extension, however, is 
limited by the maximum tax rates allowed by law. If the school board’s levy 
results in a rate hi^er than the maximum allowed, the maximum rate is 
applied and the taxes extended are less than the amoimt levied. (For example, 
if a unit school district has a rate limitation on its educational fund of 1.84 
percent without referendum, the county clerk has the responsibility of making 
sure the tax rate which is applied does not exceed this level. See page 40 for 
more information about rate limits.) 

The wealth of the local real estate tax base determines the amount of 
financial support available to a school district, and there are extreme varia- 
tions among districts. Table 4 shows the dramatic range in general state 
aid equalized assessed value (GSAEAV) per pupil from highest to lowest 
for each district type. 

For the 1993-94 school year for example, the wealthiest unit district in the 
state had a weighted GSA equalized assessed valuation of $832,502 per 
weighted pupil while the poorest unit district had GSAEAV of $9,586 per 
weighted pupil (Table 4). Based on this difference, if the tax rates were equal 
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Figure 7 



1996 property tax cycle 



PARTICIPANTS 



PROCDSSIuS & DOCUMliNrS 



PARTICIPANTS 




Source: Taxpayers* Federation of Illinois 
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in the two districts, the richest district would get approximately 87 times as 
much tax revenue as the poorest district. This system results in significant 
disparities in the financial support available to students because of varying 
district wealth. 

6* Tax collection 

Generally, property taxes are billed and collected by the county treasurer 
in two equal installments. If the tax cycle is on schedule, the first installment 
is due on June 1st and the second on September 1st. Cook and some other 
counties use an accelerated billing system, where the first installment is 
computed as 50 percent of the prior year’s bill. It is billed by January 31 and 
due by March 1. The second installment reflects the balance of taxes due, 
based on rates generally calculated by the clerk in June. Once collected, taxes 
are to be distributed to the school districts within 30 days. 

If property tax bills are not paid on time, taxpayers are charged interest on 
the overdue balance. If tax bills continue to go unpaid, the county treasurer 
will issue a delinquent tax list and notify owners of the intent to sell their 
property in order to collect the taxes due. 

The property tax cycle 

The property tax cycle takes about two years from the time the assessor 
begins assessing property to the last distribution of taxes to the school district 
(see Figure 7 ). Tax bills are sent out every year; each year’s cycle must begin 
before the current year’s cycle is completed. For inststnce, before the 1995 tax 
bills go out in the summer of 1996, the assessor must have begun work on the 
1996 assessment for the taxes that will be paid in 1997. 

As the property tax process involves so many steps, delays can occur at 
many different points along the way, causing tax bills to be late. This is par^ 
ticularly problematic for school districts that may have to borrow money in 
order to opeiate their schools while waiting to receive their property tax rev- 
enues. Thus, while late property tax bills may give the taxpayer a temporary 
reprieve before parting with his or her money, the interest due on the school 
district’s borrowing caused by the billing delay will ultimately become the 
taxpayer’s burden, too. 

Tax caps 

Effective 1991, the Illinois General Assembly enacted the Property Tax 
Limitation Act or “tax caps” in the five counties surrounding Cook: Du Page, 
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Kane, Lake, McHenry and Will. Cook County was later included, and consid- 
eration is now being given to applying tax caps throughout the state. 

Tax caps apply only to the aggregate levy, that is, total dollars collected by 
a taxing district. They require that amount not to rise beyond 5 percent or the 
rate of inflation (whichever is less) from one year to the next. If a taxing 
district presents a levy that exceeds the allowable amount, the county clerk 
will require the district to lower its rate to meet the cap. 

The caps cause school districts three major problems. First, school districts 
no longer can access the full value of their EAV unless the increase in EAV 
from one year to the next (not including new property) is less than 5 percent or 
the rate of inflation. The second problem is that, for general state aid pur- 
poses, the actual EAV of the district is used in calculation. This results in the 
school district appearing to be wealthier per weighted student, thereby receiv- 
ing less GSA. So the end result is a double-whammy: the school district 
cannot access the full value of appreciated property within its district, and it 
receives less GSA from the smaller EAV that it is allowed to access. 

The third problem is that school districts which do not have GSA or EAV 
figures can “balloon levy'" (ask for more revenue than they really expect to 
receive) to ensure the districts receive the maximum amount when their 
restricted tax rates are extended by the county clerk. 
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Chapter 4 

General 
State Aid 



he general state aid system is designed to ensure all students in Illinois 



access to educational goods and services valued at a basic, ‘‘foimdation” 
level or more. This goal is achieved throiigh a formula that divides school 
districts by type into three segments: low wealth; high wealth; and moderate 
jSnancial ability. 

The foundation level 

The cornerstone of the present system of financing Illinois public schools is 
the fovindation level. The concept of a foundation level dates back to the 
mid* 1920s and has been a part of school finance plans not only in Illinois but 
throughout the United States ever since. In Illinois we have used it in a 
variety of ways, most recently with the creation of the resource equalizer 
system of finance, our current system, which was put in place in the early ’70s. 
While there have been modifications of one sort or another to the resource 
equalizer system, it remains conceptually unchanged since its enactment. 

In essence, the foimdation level represents an amount of dollars that the 
state legislature believes should be available to educate each child. This 
minimum amoimt, determined by the General Assembly’s annual appropria- 
tion, guarantees a minimum amount of money will be available to each school 
di strict for each weighted student. The level is generally increased each year. 

The foundation level is not all state money. It defines a partnership be- 
tween the state and each local school district. Each school district must apply 
a certain formula-driven amoimt of its local property taxes and its Corporate 
Personal Property Replacement Revenue toward the foimdation level amoimt. 
The state, through the equalization formula, provides the balance of the foun- 
dation level (a minimum of 7 percent of the foundation level) per weighted 




student as a district's Gen* 
eral State Aid (GSA) entitle- 
ment. 

Table 6 gives a brief 
history of the dollar 
amounts assigned to the 
foundation level by the 
General Assembly over the 
past decade. 

Corporate Personal 
Property Replacement 
Revenue 

In addition to local 
property taxes, school dis* 
tricts receive funds com- 
monly referred to as Corpo* 
rate Personal Property 
Replacement Revenue 
(CPPRR) from Corporate Personal Property Replacement Taxes 
(CPPRT). 

School districts and other units of local government raise revenue by 
taxing real property (land and buildings). Real property can be vacant, resi- 
dential, business and commercial, industrial and manufacturing, agricultural, 
and other special classifications. Prior to 1979, school districts and other units 
of government taxed the personal property of business entities and individuals 
(such as equipment, furniture, materials^ inventory and machinery). Revi- 
sions in the 1970 Illinois State Constitution eliminated the right of local 
governments to annually tax the value of personal property. The revenues lost 
by local governments (including schools) were to be replaced by a statewide 
tax. 

In 1979 the General Assembly enacted a Corporate Personal Property 
Replacement Tax to 'replace’ some of this lost revenue. It consists of a tax on 
corporate income and the invested capital of utility companies. The revenue 
from this tax i: pooled into a Personal Property Replacement Tax Fund and 
distributed to local governments. Each unit of local government annually 
receives a percentage of the CPPRT Fund revenue that is equal to the percent- 



Table 5 

Foundation levels, 1986-1996 


School 


$ Value of 


Change to 


Year 


Foundation Level 


Found. Level 


1995-96 


$ 2,949.17 


3.01% 


1994-95 


2,863.02 


4.44 


1993-94 


2,741.30 


5.42 


1992-93 


2,600.35 


2.85 


1991-92 


2,528.33 


1.07 


1990-91 


2,501.63 


4.92 


1989-90 


2,384.25 


11.09 


1988-89 


2,146.31 


4.33 


1987-88 


2,057.27 


-0.46% 


1986-87 $2,066.69 

Source: Illinois State Board of Education 
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age of revenue the taxing district was receiving from the total corporate per- 
sonal property tax collections in the state when such taxes were abolished in 
1979. CPPRT is also used in determining the district EAV for calculation of 
general state aid. 



Total weighted average daily attendance (TWADA) 

For purposes of the school aid formula, the average daily attendance 
(ADA) is the district’s best three months of ADA or the average of the best 
three months of the previous three years, whichever is greater. 

The ADA is multiplied by a weighting factor according to grade levels 
(pre-K-6 == 1.0; 7-8 = 1.05; 9-12 = 1.26). Weighting is justified on the assump- 
tion it costs more to educate pupils at the junior high and high school levels 
than the lower grades. This yields the weighted average daily attendance 
(WADA). A weight is then applied for the low-income students in a district to 
produce the total weighted average daily attendance (TWADA). 

The relationship between attendance and state aid firnding is very direct. 
When attendance figures go down, state aid also decreases unless EAV also 
changes in the same percentage and direction. On the other hand, when 
attendance increases, so does state aid. Because of the way state aid is calcu- 
lated, it isn’t until the following year that the school district actually experi- 
ences the reduction or increase in state aid. For example, for state aid claims 
computed for the 1995-96 school year, the attendance figures for the 1994*95 
school year are used. 



School distrifjt wealth considerations 

The general state aid formula is designed to provide higher levels of state 
financial aid to school districts that the formula determines needs the greatest 
help. The poorer the school district, the greater the state aid; the richer the 
school district, the less the state aid (though it’s never less than 7 percent of 
the foundation level). 

There is a wide variation in property and CPPRR wealth per weighted 
student across Illinois. The property wealth per weighted student ranged for 
the 1993-94 school year from a low of $9,586 in the poorest unit district, East 
St. Louis, to a high of $1,631,070 in the richest secondary district, Seneca HSD 
#160. The purpose of GSA is to ensure all districts have access to at least the 
foimdation level per weighted student. This is referred to as equalization 
equity. (Tables 3 and 4 on pages 24-25 illustrate these ranges. ) 
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In attemptii^ to achieve fairness, the state aid formula compares the 
wealth per total wei^ted student of a school district to a "state-guaranteed 
wealth per total weighted student,” an amount also know as the "state-guaran- 
teed tax base.” This state-guaranteed level varies for each of the three types of 
school districts. For 1994-95, the state-guaranteed level was $150,685.26 for 
elementary districts, $260,274.54 for secondary districts, and $103,732.60 for 
unit districts. These values are mathematically related to the foundation level 
via the computational operating tax rate, which is set by state statute. 



General state aid entitlement 

• Special Equalization Grant 

In school districts with low local wealth/financial ability (the poorest 83 
percent), the state provides general state aid in an amount that ensures the 
local school district revenues from local taxes and GSA are equal to the 
foundation level for each total weighted student claimed. These special 
equalization grants are equal to the computational operating tax rate times 
the state guaranteed EAV for each total weighted student. 

• Alternate Method Grant 

The alternate method GSA grant formula funnels state dollars to districts 
with a moderate level of local wealth. These districts would not qualify for 
state aid under the special equalization formula; they have an equalized 
assessed valuation equal to or greater than 87 percent of the state's guaran- 
teed level. Three percent of general state aid is distributed in this manner to 
136 districts (15 percent). These school districts received between $200 and 
$372 per weighted pupil in 1994-95. 

• Plat Grant 

Flat grant districts receive minimal state support due to the high amount 
of assessed valuation per weighted student (local wealth) in their districts. 
They do not qualify for aid under the special equalization or alternate method 
grants. This method assures that these district receive some state funding, 
albeit a small amount. Seventy-one districts (8 percent) fall into this category. 
The flat grant for 1994-95 was 7 percent of the foundation level of $2,863.02 
per pupil ($200.41 per TWADA). Less than 1 percent of general state aid is 
distributed through this formula. 
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Categorical funding 

Categorical aid is the final type of state funding. Close to $1 billion of all 
state funds in 1994-95 were earmarked for categorical programs. It is money 
the state provides for such specific programs as special education, gifted 
education^ transportation, driver education, adult education, vocational educa- 
tion, bilingual education, and the textbook loan program. Categorical aid is 
the only way very wealthy districts (particularly the wealthier suburban 
districts) receive any state funding beyond the flat grant. In some cases, these 
districts receive as much or more in categorical funding as they do in GSA 
funds. 

Categorical funding was initiated to fund specific student needs, such as 
transportation, that vary based on the number of students and are incurred by 
even the poorest districts. In many instances, categorical funding was initi- 
ated in response to state mandates. State law requires the state to provide 
categorical funding for all new mandates unless the state specifically excludes 
the new mandates from this funding requirement. State funds typically cover 
only a portion of the cost of categorical programs. The local district must 
provide the balance. Many categorical programs are “reimbursement” pro- 
grams. The payments received by school districts are for services provided in 
the prior school year. 

Opponents of categorical aid argue that the dollars are being disproportion- 
ately distributed because factors of local wealth are not considered. Wealthy 
and poor districts are treated alike. Proponents, however, say that all districts 
should receive this funding on an equal basis since the programs are generally 
mandated by the state and are not necessarily local initiatives. 



Federal aid 

Although assistance from the federal government is sometimes granted 
directly to school districts, most of it is appropriated and distributed by the 
state. Not all school districts receive federal aid because it is granted on a 
program-specific basis. School districts must apply for these federal grants. 
Federal funds generally go to the larger unit districts with high enrollments of 
underprivileged students. In Illinois, four districts receive the majority of 
federal aid: Chicago, East St. Louis, Rockford and Peoria. 

Federal funding decreased in the 1980s, but has been gradually increasing 
during the 1990s. In 1994-95, federal aid accounted for 9.2 percent ($1.1 
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billion) of the state’s elementary and secondary education funding. It is gener- 
ally allocated through categorical grants. Funds are given for lunch programs, 
service to disadvantaged students, special education and innovative programs. 
In recent years, a number of categorical programs have been combined in what 
the federal government refers to as block grants. Through block grants, each 
school district is allocated a specific number of dollars on the basis of its enroll*- 
ment. 
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Chapter 5 

The School 
Budget 





S chool budgets and budget fonnats vary from district to district. Larger 
school districts may follow more st^ in the preparation of their budgets, 
involve more staff and produce a more detailed budget and financial report 
than a smaller district with fewer revenues and expenditures. Budgets, how* 
ever, must be prepared in sufficient detail to provide adequate guides for 
expenditures. 

Some school districts may issue their annual budget on the state’s budget 
forms, which are based on the Illinois Program Accounting Manual for Local 
Education Agencies. Other districts may initially prepare a more detailed 
budget for review and adoption and then transfer the appropriate information 
to the required forms for submission to the state. Districts may also prepare 
simplified budget summaries for the general public to use. This type of budget 
summary may contain a budget message stating the school district’s overall 
educational goals, a statement of the cash on hand at the beginning of the 
fiscal year, an estimate of expenditures and revenues for the year, and an 
estimate of cash on hand anticipated at the end of the year. 'This information 
may be presented in total as well as by the major fund accounts. 

Accrual accounting, modified accrual accounting and cash accounting are 
the three methods available to school districts when writing their budgets. All 
districts must comply with a state-mandated fimd accounting system. At 
present, school budgets are not required by law to be balanced. 

A budget is balanced when income and expenses are equal — ^that is when a 
school district takes in as much money as it pays out. This is not always easy 
to see when a district uses a cash system rather than an accrual accounting 
system. It is important to know which method a school district is using since 
it may utilize both methods in various financial reports. 
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Basically, a cash-basis budget reflects the income that has been received 
and expenses that have been paid out. In essence, it shows the status of the 
district's checkbook. Accrual accounting, on the other hand, reflects income 
and expenses to date regardless of whether or not the district has received 
cash for all of its income or written checks for all of its expenses. 

A deficit budget is one in which anticipated expenses are greater than 
income (revenue). The budget balance is a negative number — ‘'in the red/' A 
surplus budget is one in which anticipated expenses are less than revenues. 
The budget balance is a positive number — ^*"in the black.” 

The availability of all these options, while allowing districts some flexibil- 
ity in accounting procedures, makes it difficult to compare budgets across 
districts. One district's budget can reflect a very different picture from an- 
other. This presents cumbersome obstacles for a concerned taxpayer who may 
want to comparatively evaluate his or her district's financial status with other 
districts in the state. 

Fund accounting 

School districts are required by law to use specific fund accounts in their 
budgets. In fact, what is commonly referred to as the school district budget is 
really a composite of several sub-budgets, called funds. A fund is an indepen- 
dent fiscal and accounting unit designated for a specific activity. The number 
and type of funds maintained by a school district will vary depending on the 
nature of its operations. 

Each fund has its own anticipated revenues and expenditures, A fund 
account is established for each tax levy to assure proper legal accountability 
for those revenues and expenditures. Funds, in turn, are further broken down 
into major functional areas such as regular programs, special programs and 
pupil support services. 

The most commonly used funds are: 

Educational Fund — ^the largest fund; primarily covers the costs necessary to 
carry on the district's educational program, including teacher, administrator, 
and clerical salaries; textbooks; supplies; and equipment. 

Operations and Maintenance Fund — covers the costs of general operation and 
maintenance of school buildings and property. 

Transportation Fund — provides for the transportation program offered by the 
school district. 
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Other funds include the Working Cash Fund, Bond and Interest Fund, Site 
and Construction Fund, Municipal Retirement Fund, Rent Fund and Capital 
Improvements Fund 

It is important to remember that money cannot randomly be moved from 
one fond that may have a surplus (positive balance) to another fund that has a 
deficit (negative balance)* Money can only be moved from one fund to another 
following guidelines specified by law* These are referred to as interfond loans 
and are explained more fully in a later section. 

Budgeting basics 

The complete State Board of Educations School District Budget Form 
(1995-96) is 37 pages in length* Three summary pages from the full document 
are reprinted on pages 46-49* The summary of a district's adopted budget 
provides an overview of the estimated revenues and expenditures for the fiscal 
year, as well as a cash-balance analysis* 

On the revenue side of the budget, revenue can be classified as restricted, 
partially restricted and unrestricted (sometimes called discretionary revenue)* 
Restricted revenue means that all of the revenue from that source must be 
placed in only one fund* For instance, 100 percent of the property taxes col- 
lected for the Educational Fund must be put in the Educational Fund* An 
example of "partially restricted* would be Corporate Personal Property Re- 
placement Revenues (CPPRR)* CPPRR must first be used to cover specific 
obligations; if there is any remaining CPPRR after those obligations have been 
met, the revenue may become unrestricted. Unrestricted revenue comes from 
specific sources but can be budgeted by board discretion (i.e., placed in any 
fund)* general state aid is an example of a revenue source that is unrestricted* 

On the expenditure side, some expenses can only be budgeted (paid) out of 
a specific fund. However, there are areas where some discretion exists as to 
the fond to which an expenditure can be budgeted. For instance, a first grade 
teacher’s salary must be budgeted in the Educational Fund since the teacher 
supposedly has 100 percent involvement in education. A superintendent's 
entire salary could be budgeted in the Education Fund, or a portion of the 
salary could be budgeted in the Education Fund, some in the TVansportation 
Fund (since the superintendent probably spends part of his or her time dealing 
with the school’s buses and transportation), and some in the Operations and 
Maintenance Fund (since the superintendent probably has additional duties 
that involve the maintenance and operations of facilities)* 
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When the school district begins its budget process — in many cases a full 
year prior to the formal adoption — there are two parallel activities that are 
going on in the district. The superintendent and/or the school business admin- 
istrator begin to prepare a tentative revenue plan for the upcoming fiscal year. 
They look at the sources and amounts of past and current revenues and they 
project and speculate on future revenues. Because no one can accurately 
predict the future, the revenue figures that are initially submitted represent 
the best educated guess of those involved, using their collective knowledge and 
experience. Whatever the starting dollar amounts are, they will all be re- 
viewed and revised as time passes and the formal adoption date approaches. 

(A summary of the budgeting timetables used by most Illinois public schools is 
shown below in Table 6.) 

The revenue process 

Every local board of education has the ability each year to ask for a specific 
amount of money to be collected from the property owners in the district; this 



Table 6 



The budget calendar 

Budgeting is a year-round activity. 

The following is a general timetable of what happens and when. 



WlnterSpilng: PreRminaty budget planning by school district (may involve teachers, 

department heads, piincipals, business manager, superintendent). 

Spring-Summer: Tentative budget presented to school board at school board meeting open 
to the public. 

30 days prior to hearing: Notice of public budget hearing published in local newspaper. 

No more than 14 daya nor leas than 7 days prior to pubtte hearing: Notice of Truth in 

Taxation. 

Before end of the drat quarter offieeal year (September 30): Public hearing and adoption 

of final budget. 

By November 1: Final budget submitted on “Local Education Agency Form” to State 

Board of Education. 

By laet Tuesday fn December Adoption of tax levy; certificate of tax levy fifed with County 

Clerk. 



Source: Taxpayers' Federation of lllinr^is 



BEST COPY AVAILABLE 



‘i:) 



ERIC 



38 




is the annual levy. The annual extension is limited to specific rate levels 
established by the Illinois General Assembly. Two limits are defined by stat- 
ute: the maximum rate that may be used by board authorization and the 
maximum rate that may be used when approved by voter referendum. These 
tax rate levels can be changed by the state legislature (though this seldom 
occurs). 

Table 2 on page 23 lists the funds for which boards may request taxes be 
collected and the 1995 tax rate limits governing those requests. 

It should be noted that the law provides many exceptions to the above for 
special case districts, but it is beyond the scope of this guide to examine all of 
these. Your local district administration can identify any exceptions that exist 
in your school district. 

The levy request for each fund is divided by the district EAV to calculate 
the levy rate. The coimty clerk compares the levy rate to the maximum rate 
permitted for each of the school district's funds. If the levy rate is less than 
the maximum permissable rate, the levy rate becomes the extension rate. If 
the levy rate is greater than the maximum permissable rate, the maximum 
rate becomes the extension rate. This process is completed for each fund in 
which the district has requested revenue via the levy. 

When the individual tax rates in Table 2 (page 23) are added, the result is 
referred to as the total tax rate. Excluding the rates for the funds for bonds 
and interest, rent, vocational education, construction, capital improvements 
and summer school from the total tax rate will yield the operating tax rate 
(QTR) for a district. The OTR is used as a measure of how hard the school 
district is working to fund its own programs by using the local property tax. 
This is referred to as “effort." The general state aid system of school finance is, 
to a degree, based on the amount of effort each school district is making. The 
Illinois General Assembly defines the minimum effort each type of school 
district must make in order to receive a full or maximum share of GSA as: 
elementary - 1.28 percent; secondary - 1.10 percent; and unit - 2.18 percent. 

The expenditure process 

While revenue projections are being developed, expenditure projections are 
also being put together. Normally, projected expenditures are driven by the 
board’s vision of what the programs and services will be for the next year: the 
number of students to be taught and their special needs and the staff costs 
that will be required to operate the programs. This includes identifying 
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teacher, custodial personnel and non-instructional staff needs. 

Each school district organizes administrators, teachers and other employ- 
ees and citizens in various ways to provide input into both the revenue plan 
and expenditure plan. The process involves planning for best case/worst case 
scenarios, a pessimistic/optimistic view and/or using a strategy of mildly 
understating revenue and mildly overstating expenditures. This provides a 
starting point from which adjustments and refinements can be made continu- 
ously — that is, until the budget for the current year is finally and officially 
adopted on or before September 30 of each fiscal year by the board of educa- 
tion. 

Balancing the budget 

Tb balance its budget, a school district has a variety of options. These 
include: 

• moving unrestricted or partially unrestricted revenues (all or parts) from 
the fund(s) less in need, to fund(s) with greater needs/higher priorities. 

• moving expenditures from one or more fund(s) to one or more other fund(s) if 
possible. 

• eliminating or reducing expenditures. In some instances, a strategy to delay 
specific expenditures from one budget year to the next is used. 

• increase revenues as allowed by statute. 

• go to voters with a referendum to increase the district's tax rate authority. 

• borrowing funds. 

This last alternative — ^borrowing — merits further discussion. 

School district borrowing 

School districts borrow money from time to time to meet cash flow needs, to 
finance major capital projects or to cover a deficit between the district's operat- 
ing expenses and current income. Districts can borrow money in several ways 
carefully outlined by state law. 

Borrowing does not necessarily reflect a negative picture of a district’s 
financial condition. Districts that have a balanced or surplus budget may, at 
times, be forced to borrow money due to a short-term, temporary cash flow 
problem created by delays in receipt of property taxes or state aid. As was 
discussed earlier, the state and local financing systems do not always provide 
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for the timely flow of revenues. In this type of situation, a district may be 
wealthy in terms of “accrued” income but “cash” poor. 

However, borrowing also can be a sign of serious financial troubles. School 
districts that continually borrow for several years in a row because their 
expenses exceed their income borrow against future income to pay current 
expenses. Districts can operate on borrowed funds, depending on the size of 
the deficit, for a limited number of years. If the situation continues to esca- 
late, districts will have to do something — either cut spending, find additional 
sources of revenue or face a serious financial crisis. 

Understanding the different ways districts can borrow money helps in 
assessing school budgets and the specific situations that have created the need 
for the borrowed funds. 

• Short-term borrowing 

If the school district wishes to avoid going to an outside source for short- 
term cash flow needs, it can use one of several internal mechanisms^ 

Interfiind loans allow districts, interest-free, to move money out of one 
fund that may have a surplus to another fund that may have a deficit. This 
can only be done with certain funds as specified by law. 

For instance, the education fund can loan money only to the operations, 
building and maintenance or the transportation funds. The operations, build- 
ing and maintenance fund can only loan money to the education or the trans- 
portation funds. The transportation fund, likewise, can only loan money to the 
education and operations, building and maintenance funds. These types of 
loans must be repaid by the end of the cadendar year. 

A working cash fund is another method for internal, interest-free, short- 
term borrowing. This is a special fund authorized expressly for the purpose of 
loaning money to other funds. This fund can be established by an annual tax 
levy of .05 percent or, subiect to a voter referendum, by issuing bonds amount- 
ing to as much as 85 percent of the education fund tax levy plus 85 percent of 
the last known personal property replacement tax entitlement. These loans 
must also be repaid within an allotted time. Working cash fund loans can be 
made to the education fund, the operation, building and maintenance fund and 
the transportation fund. 

Working cash fund bonds are subject to what is called a backdoor refer- 
endum. The school board must publish a notice of its intent to issue these 
bonds. Voters then have 30 days from the date of the notice to circulate a 
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petition requesting a referendum. If the petition is signed by at least 10 
percent of the district's legal voters, a referendum must be held before the 
bonds can be issued. But if a petition is not circulated or does not contain 
enough signatures, the school district may proceed to issue the bonds without 
a referendum. 

Some school districts use the working cash fund as a source of regular 
revenue by abolishing the working cash fund at the end of each year and 
placing any remaining balance into an operating fund — particularly the educa- 
tion fund. The district then re-levies the tax the next year, and the cycle 
begins all over again. Basically, the districts are using the fund as a way to 
increase their education fund tax rate by .05 percent without a referendum. 
While this practice is not illegal, it does not follow the spirit of the working 
cash fund concept as a borrowing tool; rather, the funds are used for operating 
purposes. 

A working cash fund that has been accumulating money (i.e., levied for a 
number of years without being abolished) presents some problems when it is 
closed out at the end of a year. The one-time large influx of money to the 
education fund distorts a district’s cash position. 

Short-term borrowing from outside sources can also be authorized by 
school boards against current income that has not yet been received. Money 
can be borrowed against anticipated property tax revenues, the corporate 
personal property replacement tax and general state aid. These are referred to 
as tax anticipation notes or warrants, teachers orders, or state aid anticipation 
certificates. This type of borrowing incurs interest and must be paid within a 
certain amount of time or when the taxes or state aid are received. 

State law limits the total amount of short-term external debt that a district 
can accumulate to 85 percent of the property taxes levied (or more commonly — 
property taxes extended) less any cash available in the working cash fund. 

• Long-tebm borrowing 

Most school districts have, at one time or another, had to go outside the 
resources of the school district to borrow money for a long period of time. The 
most obvious examples for entering the long-term bond market are to secure 
money for the construction of new buildings, life-safety bonds or liability 
judgment bonds. Schools can also refund bonds to restructure their long-term 
debt to take advantage of lower interest rates or to spread payments over more 
years. 



O 

ERIC 



42 



41 




Long-term borrowing may be subject to voter approval. Also, while a long- 
term loan takes care of the particular existing debt for which it is issued, the 
long-term debt remains in the budget for years to come. 

Warning signs of schools in financial difficulty 

Defining what constitutes financial difficulty is not easy because Illinois 
school districts vary so greatly What is a potentially serious problem for one 
district may not be the case for a different district. Since school districts have 
so much borrowing authority, it can be difficult to assess when a deficit situa- 
tion in a district is a serious problem or merely a temporary aberration. 

The State Board of Education has the authority to monitor school districts 
for financial soundness. After proper investigation of a district’s financial 
condition, the State Board may certify that a district is in financial difficulty 
and require that district to develop, adopt, and submit a financial plan to the 
state within 45 days. Any proposed budget of that district must then be con- 
sistent with the financial plan as approved by the State Board. 

A number of indicators have been identified by the state to serve as warn- 
ing signs for schools that could lead to a more serious fiscal crisis if left unad- 
dressed. 

In brief, the indicators include the following statements that, if answered 
in the negative, are generally indicative of financial troubles: 

/ The district paid all salaries, tuition payments to other school districts, and 
joint agreement payments within the specified time frames. 

/ The district has been able to meet all its debt obligations for outstanding 
notes, warrants, bonds or the interest on such, and has only contracted for 
loans as authorized by law. 

/ The district refrained from issuing wage orders or second-year tax antici- 
pation warrants when warrants for the current year’s taxes are still out- 
standing. 

/ The district avoided adoption of deficit budgets for two consecutive years. 

/ The district is under no pending litigation that could adversely affect its 
financial situation. 

Certainly on an individual basis some of these items may not point to 
serious financial problems. However, the interaction of a number of these 
indicators and the degrees to which they exist may produce severe financial 
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stresses for a district. They should be reviewed carefully and resolved as 
quickly as possible. 

In addition to monitoring these indicators, the State Board also keeps a 
close watch on negative fund balances as an indicator of potential fiscal prob* 
lems. If a district begins to show cumulative negative fund balances of 15-20 
percent of this next year’s revenues, there could be some cause for concern. 
Again, depending on a district’s overall borrowing capacity, these kinds of 
deficits can be carried for some time. 

Presently there are no school districts certified as being in financial diffi- 
culty, but approximately 30-50 districts are being monitored each year for 
moderate financial problems. Another 10-15 districts are being followed for 
more serious troubles. In these instances, the State Board is available to 
review a district’s financial status and offer advice on how to improve the fiscal 
situation. 

Where do schools spend their money? 

On average, schools spend the majority of their money in two areas: in- 
struction (roughly 50 percent) and supporting services (approximately 35 
percent). Incidental amounts are budgeted to capital outlays, retiring bond 
principal, debt services and administration. 

Various factors determine how school districts will allocate their funds. 

For example: 

• Instructional costs vary with the number of teachers in relation to the 
number of students (class size) and the level of salaries paid to the average 
teacher; 

• Operating costs vary with the number, size, age and energy efficiency of 
school buildings; 

• Bond retirement and interest cost vary with the amount of long- and short- 
term debts that a district has incurred over the years; 

Other costs vary with the variety of programs and services offered by the 
district. 

Contract negotiations 

Personnel costs take up the bulk of a district’s budget Therefore, employee 
contract negotiations have a heavy impact on how schools spend their money. 
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It can complicate budgeting as well. Most contracts are negotiated about the 
same time as the budget is being finalized, making it extremely difficult to 
project personnel costs. Often districts intentionally budget a low figure for 
personnel costs and attempt to “protect” funds to ward off excessive demands 
from imions. If the budget is adopted before negotiations are completed, the 
budget must be amended. This frequently involves some reworking of the 
budget to come up with'th.e necessary funds. 

How to read the State Budget Stunmary 

Because there is such a great deal of latitude in the budget preparation 
process among districts, standard reporting formats do not readily exist. 
Therefore, a copy of the budget summary that all districts are required to 
submit to the State Board of Education has been included on the next four 
pages (Figures 8 and 9). This summary of a district’s adopted budget 
provides an overview of the estimated revenues and expenditures for the 
fiscal year, as well as a cash-b^lsed analysis. 
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Figure 8 



ISBE School District Budget Form: Budget Summary 



A brief explanation of the sections follows. 

A Pan III - Budget Summary may be completed 
either on an accrual or cash basis. 

B Fund accounts that a district may use in its 
budgeting. 

C Estimated balance remaining in fund accounts as 
of July 1 , This can be zero, a positive or negative 
number. 

D Income by source — local, state and federal — 
including interest income (transfers) earned in the 
various funds. 

E Total income from all sources in (D). 

F Expenses by type of service, including interest 
income transfers. 

Instructions: cost of education, including 
salaries, supplies, benefits, etc. 

Supporting: non-teaching expenses, such as 
business office, administrative, maintenance, etc. 

Community: after school day-care, civic and 
public library services, etc. 

^on-programmed charges: payments to other 
governmental units such as vocational education 
programs, etc. 

Debt: interest and bond payments, etc. 
Contingencies: payments for unexpected needs. 
G Total expenditures for all services in (F). 

H Subtract expenses (G) from income (E). 

I Other financing sources and uses section. 

J Financing sources by subject: transfers from 
other funds, bond sales, fixed asset sale (or 
compensation for loss of assets) and 
miscellaneous sources. 

K Financing uses, including fund transfers and 
miscellaneous uses. 

L Total of (J) and (K). 

M Estimated fund balance at the end of the fiscal 
year - June 30. Add (C), (H) and (L). 

Source: State Board of Education. November 1995. 
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Figure 9 



ISBE School District Budget Form: Summary of Cash 



N Part IV- Budget Summary on cash basis only, 
broken down into various fund accounts. 

O Estimated cash balances us of July 1 , including 
investments such as savings accounts, 
certificates of deposit, etc. May be zero or a 
positive number; cannot be a negative number. 

P For cash basis budgets, this will he the same 
number as in (E). For accrual basis budgets, 
this number will have to be derived. 

Q Other income from Joans repayments, notes, 
warrants, orders and certificates. 

R Total other income from all sources in (Q). 

S Total revenues obtained by adding (P) and <R). 

T Total income available on cash basis obtained 
by adding (O)and(S). 

U For cash basis budgets, this will be the same 
number as in (G). For accrual basis budgets, 
this number will have to be derived. 

V Other expenses including loans and loan 
repayments to other funds, notes, warrants, 
orders and certificates repaid. 

W Total other expenses generated by (V). 

X Total expenses obtained by adding (U) and (W). 

Y Estimated cash balances as of the end of the 
fiscal year, June 30. May be zero or a positive 
number; cannot be a negative number. 



Source: State Board of Education, November 1995. 
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